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PHILIPPINES: KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 
1988 a/ 
1985 1986 1987 Projections 
Domestic 

Population (millions) (est.) 54.7 56.0 57.3 58.7 
Population growth (% est.) 24 2.4 2.4 2.4 
GDP in current dollars 32,928 31,013 34,594 38,782 
GNP in current dollars 32,42) 30,404 34,337 37,852 
Per capita GDP, current dollars $602 $554 $603 $660 
GDP in pesos (1972=100) % change (4.39) 1.54 5.11 6.0 
GNP in pesos (1972=100) % change (4.23) 1.98 5.66 6.2 
Consumer price index, average % change 230k 0.8 3.8 8.0 


Production and Employment 
Labor force (1,000s) (4th gtr.) 21,239 21,578 22,985 23,037 
Unemployment rate (%) Ha 1228 PEF 10.6 
Industrial prod. (1972=100) % change (10.17) (2.14) 8.02 9.1 
Gov't budget deficit as % of GNP (1.9) (5.0) (2.8) (2.7) 


Balance of Payments 
Exports (FOB) 4,629 4,842 5,720 6,600 
Imports (FOB) 5,111 5,044 6,737 7,700 
Trade balance (482) (202) (1,017) (1,100) 
Current-account balance ( 18) 996 (539) (588) 
Foreign direct investment (flow) 124 186 318 269 
Foreign debt, year end 26,252 28,256 28,071 28,167 
Debt-service paid (princ. & int.) 2, $2 2,936 3,057 3,045 
Debt-service ratio as % of exports c/ 36.9 34.0 33.2 29.6 
Foreign exchange reserves 1,061 2,459 1,959 1,800 
Average exchange rate (in Pesos/US$) 18.607 20.386 20.568 21.40 


Foreign Investment (CB registrations) d/ 
Total (cumulative) 2,601 2,732 2,829 NA 
U.S. (cumulative) 1,461 1,552 1,620 NA 


U.S.-Phil. Trade 
U.S. exports to Philippines (FOB) 1,283 1,256 1,488 1,700 
U.S. imports from Philippines (FOB) 1,652 1,727 2,064 2,380 
U.S. trade balance with Philippines (369) (461) (576) (680) 
U.S. share of Philippine exports (%) 35.7 33.5 36.1 36.0 
U.S. share of Philippine imports (%) 25.1 24.9 22.1 22.0 
U.S. bilateral aid (fiscal year) 
Economic (includes food aid) 223.8 2753 339.6 254.6 
Military (includes training) 40.0 102.6 100.0 125.0 


Principal U.S. exports (1987): Electric machinery, $190 M; chemicals & products, $185 M; 
nonelectric machinery, $131 M; food, $111 M; intermediate goods on consignment, $593 M b/. 
Principal U.S. imports (1987): Garments, $178 M; coconut oil, $161 M; fruits & vegetables, 
$113 M; electric machinery $113 M; consignment imports, $864 M b/. 


a/predominantly government targets, b/mostly for semiconductors and garments 
c/goods and services, d/principally exercised to assure repatriation rights 
p/preliminary, NA/Not Available 


Sources: Government of the Philippines, USAID 
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SUMMARY 


In 1987, the Philippine economic recovery completed its second year 
and reached full stride with solid 5.7 percent GNP growth, spurred 
mainly by increased consumer spending. Investment also began to 
recover, largely due to private sector activity. The rise in 
domestic demand spurred industrial sector activity, which, though 
lagging since 1984, surpassed both agriculture and services in 

1987. The agricultural sector, which had led the economy during 
recent years of sluggish economic performance, lagged behind in 1987 
because of the adverse effects of drought and typhoons on many crops. 


Overall investment in the Philippines began to recover in 1987, with 
a 19.7 percent increase over 1986. Foreign investment also 
registered solid increases. 


By April 1988, the 12-month inflation rate had reached 9.7 percent; 
however, the consumer price index climbed at a decelerating pace 
during the first 4 months of 1988. Most real interest rates 
remained positive and at more moderate levels than in 1987. 


The labor situation improved in 1987. Days lost to industrial 
disputes dropped by half. Unemployment fell from 11.1 percent in 
the third quarter of 1986 to 9.5 percent by October 1987. 


National government expenditures for 1987 totaled 123 billion pesos 
or about $6 billion. The budget deficit came to 19.8 billion pesos, 
just under $1 billion, or 2.8 percent of GDP. 


Gross international reserves were estimated at $1.8 billion as of 
end-March 1988, sufficient for 2 months of imports based on 1987 
average monthly levels. During the first semester of 1988, the 
peso/dollar exchange rate remained in the pesos 20.90 to 21.05 


range, marginally lower than the 1987 closing rate of 20.80 pesos to 
the dollar. 


At the end of 1987, the country's overall balance of payments (BOP) 
stood at a surplus of $264 million. The merchandise trade gap 
widened 400 percent between 1986 and 1987. Imports grew by nearly 
34 percent, while exports rose 18 percent. Growing domestic 
economic activity was the principal reason for the larger trade 
deficit. However, first quarter 1988 figures indicated that export 
growth had begun to exceed that of imports. 


Current trends indicate that the Philippine economy should grow 
around 6 percent in 1988. The trade deficit and the inflation rate, 
which concerned Philippine policymakers toward the end of 1987, 
appear to be stabilizing. Both public and private investment are 
expected to exceed 1987 levels. 





CURRENT ECONOMIC SITUATION AND TRENDS 


DOMESTIC ECONOMIC PERFORMANCE: The Philippine economy, as measured 
by Gross National Product (GNP), put in its second consecutive year 
of real growth last year following a combined decline of 11 percent 
in 1984 and 1985. Up by 2.0 percent in 1986, the GNP expanded 5.7 
percent in 1987, spurred mainly by increased consumer spending. 
Personal consumption, which accounted for almost three-quarters of 
overall economic expansion, received a boost from higher wage 
settlements and legislated wage hikes. Rural incomes rose with 
commodity prices and were helped along by employment-generating 
government infrastructure projects and the dismantling of 
agricultural trading monopolies (especially coconut and sugar). 
Election-related spending for the approaching January 1988 local 
elections also contributed to higher consumer demand. After an 
average decline of 1.8 percent yearly since 1984, per capita 
personal consumption expanded by 3.0 percent in 1987. 


Depressed since 1984, investment in durable equipment, construction 
and inventory (capital formation) grew 19.7 percent, largely due to 
private sector activity. While government pump-priming measures 
continued, public sector investments fell short of expectations. 
The establishment of a Project Facilitation Committee in late 1987 
should help resolve both policy and procedural problems which are 


causing implementation backlogs, particularly of foreign-assisted 
government projects. 


On the production side, the rise in domestic demand spurred 
industrial sector activity (up 8 percent) which, though lagging 
since 1984, surpassed both agriculture (0.4 percent) and services 
(6.4 percent) in 1987. Industrial production accounted for roughly 
45 percent of GNP growth. The sector's growth was achieved largely 
through reactivation of underutilized capacity. Investment in 
durable equipment, while up 16.3 percent in 1987, still stood at 
less than 50 percent of its 1983 level after a combined decline of 
almost 60 percent from 1984 to 1986. The durable equipment share of 
GNP in 1987 was barely 6 percent, about half its share in 1983. 


The expansion in industrial sector output reflected marked 
improvements in manufacturing and.construction. After weak growth 
in 1986, manufacturing expanded by a solid 7.1 percent in 1987, 
accounting for some 30 percent of overall economic growth by 

itself. Following successive double-digit declines from 1984 to 
1986, construction put in double-digit (17.2 percent) growth. The 
upturn in construction has been attributed largely to pent-up demand 
for housing which grew following more favorable interest rates, 


higher incomes, and government efforts to channel funds into 
residential construction. 





GNP BY PRODUCTIVE SECTOR 
1986 & 1987 
(At Constant 1972 Prices) 


1987 Value (in Year-to-Year Growth Rate 
Million Pesos) 


AGRI, FISHERY, FORESTRY 


INDUSTRY 
Mining & Quarrying 
Manufacturing 
Construction 
Basic Utilities 


SERVICE SECTOR 
Transport & Comm. 
Trade 
Finance & Housing 
Private Services 
Government Services 


GROSS DOMESTIC PRODUCT 
Net Factor Income 
GROSS NATIONAL PRODUCT 


Source: Philippine National Income Accounts. 


While the service sector benefited from the brisker pace of economic 
activity, the agricultural sector lagged behind. Agriculture had 
led the economy during recent years of sluggish economic 
performance, but the sector's lethargic growth rate of 0.4 percent 
for 1987 reflected the adverse effects on crops of a prolonged 
drought and a series of typhoons. Gains in livestock, poultry and 
fishery production could only partially offset these calamities. 


Recent government estimates target GNP growth to continue at about 
6.2 percent for 1988. This estimate hinges on real growth rates of 
26 percent for capital investments and 9 percent for merchandise 
exports. The government is banking on a shift to an investment-led 
growth to sustain the recovery and to keep inflation in check. Even 
if the government meets its yearly medium-term investment growth 
targets, capital formation should recover to pre-crisis levels only 
in another 4 to 5 years. Export performance could be limited 
somewhat by an economic slowdown in the Philippines' major export 
markets. Private forecasts, nevertheless, place GNP growth for 1988 
in the 6 percent range. With at least 4.2 percent overall growth in 


GNP, total output will have recovered to its 1983 (pre-crisis) level 
by the end of 1988. 





PRICES: Following deflation from July 1986 to March 1987, prices 
began inching upward in the second quarter. Starting at 1 percent 
in April, the 12-month inflation rate rose to 7.4 percent by 
December. The recovery in consumer demand, an August oil price 
hike, legislated wage hikes, and rising food prices all contributed 
to higher general price levels. Election spending and seasonal 
price hikes for the holidays also had an effect. By April 1988, the 
12-month inflation rate had reached 9.7 percent. The consumer price 
index climbed at a decelerating pace during the first 4 months of 
1988. Because of deflation during the first quarter of 1987, 
average inflation for the year stood at 3.8 percent, still below the 
official target of 4 percent. The government has targeted average 
inflation for 1988 at 7 to 8 percent. Most real interest rates 
remained positive, though at more moderate levels than in 1987. 


FISCAL POLICY: National government expenditures for 1987 totaled 
123 billion pesos or about $6 billion. The budget deficit came to 
19.8 billion pesos, just under $1 billion, or 2.8 percent of GDP. 

To spur economic development, the 1988 budget calls for a deficit of 
23 billion pesos or 3.3 percent of 1988 estimated GDP. Meeting that 
target depends on the government being able to make proposed capital 
outlays of 19.8 billion pesos, as well as collections of 8.5 percent 


more taxes, including a newly instituted 10 percent value-added tax 
(VAT) . 


The VAT was installed rather abruptly January 1, 1988, after 18 
months preparation and before the launching of what became a 
successful public education campaign. Nevertheless, Philippine tax 
officials are certain the "revenue neutral" measure will, in fact, 
produce more revenue. The VAT is said to be self-enforcing, which 
should help reduce tax fraud, and is more efficient to administer 
than the 60 plus tax rates it replaces. 


LABOR DEVELOPMENTS: The troubled industrial relations scene of the 
Philippines in 1986, which had adversely affected the investment 
climate, improved substantially during 1987. Compared to the 
record-breaking year of strikes in 1986, days lost to industrial 
disputes fell by almost 50 percent. This downward trend continued 
into 1988. The improved labor situation evolved at a time of 
expanding unionization in the new democratic labor environment. 


The Department of Labor and Employment estimated that about 80,000 
workers were unionized during 1987. Registered unions increased by 
20.4 percent, while the number of union members covered by 
registered collective bargaining agreements increased by 13.2 
percent. Union registration is not mandatory in the Philippines. 


The third quarter of 1986 saw unemployment at 11.1 percent. By the 
end of 1987, unemployment was down to 9.5 percent. The economy 
generated more full-time jobs than there were new job seekers, 
despite the massive expansion of the labor force by 1.6 million 
during the year ending October 1987. 





INVESTMENT: By the broadest measure, overall investment in the 
Philippines began to recover in 1987 with a 19.7 percent increase 
over 1986. As increasing consumer demand pushes existing industrial 
capacity, the pace should quicken to 26 percent in 1988. Other 
measures, though not directly correlated to investment levels, 
indicate a substantial increase in business activity in the first 
quarter of 1988. Registration of new corporations rose 75 percent 
over the first quarter last year. Approvals for possible future 
investments by the Board of Investments (BOI) jumped threefold. 


Foreign investment registered solid increases in 1987. Securities 
and Exchange Commission (SEC) registrations of equity in new firms 
and expansion of established companies rose 75 percent in 1987. 
There were also indications of continued increases through the first 
quarter of 1988, although the fivefold increase in BOI approvals 
overstated the actual trend. 


EXTERNAL ACCOUNT: At the end of 1987, the country's overall balance 
of payments (BOP) stood at a surplus of $264 million, down from a 
$1.2 billion surplus in 1986. The drop reflected a $1.5 billion 
deterioration in the current account, only partially offset by a 
$549 million capital account expansion. Without rescheduling and 
new money, the BOP would have shown a deficit of $1.7 billion. 


The current account shifted from a $996 million surplus to a $539 
million deficit. An improvement in net transfers only minimally 
offset declines in both merchandise trade and services accounts. 
The merchandise trade deficit widened from $202 million to over $1 
billion as imports (up 34 percent) outpaced exports (up 18 
percent). The services account fell by $833 million due largely to 
lower travel receipts and official development assistance 
expenditures, combined with higher outflows for interest payments 
and for freight and merchandise insurance. A $189 million decline 
in travel receipts has been attributed to the normalization of 
over-the-counter conversion of foreign exchange by domestic 
residents (exceptionally high during the first half of 1986) and to 
somewhat lower tourist arrivals after an August 1987 coup attempt. 


The capital account surplus rose from a modest $39 million in 1986 
to $588 million in 1987 despite a $573 million drop in the mediun- 
and long-term capital (MLT) account. That account fell because of 
lower new money loans and slow drawdowns of already committed 

funds. There were no new money inflows from commercial creditors 
during the year. The government was (and is) determined to maximize 
official development assistance and is working to overcome 
bottlenecks in disbursements of foreign assisted project funds. 





Gains in short-term capital and in foreign direct investments more 
than offset the smaller MLT surplus. Consistent with the surge in 
imports, the short-term capital account grew from a $814 million 
deficit to a $52 million surplus due to greater use of trade 
credits. Net foreign direct investments improved by $65 million 
despite some capital withdrawals. Capital inflows were boosted by 
$166 million in debt-to-equity conversions by nonresidents. 


FOREIGN EXCHANGE: Following relative stability during the first 8 
months of 1987, and despite worldwide drops in dollar rates, 
pressure against the peso/dollar rate grew in September. While 
higher imports was a factor, downward pressure was also blamed on 
speculation due to an August coup attempt and from uncertainties 
surrounding the January 1988 local elections. 


The Central Bank (CB) sold foreign exchange and periodically used 
high overnight CB borrowing rates to defend the peso. However, 
after March 1988 the CB was unable to sustain heavy foreign exchange 
sales due to declining international reserves. More recently, the 
government has stopped offering high overnight peso rates for fear 
of stifling investment. Nevertheless, the exchange rate has 
remained in the pesos 20.90 to 21.05 range, hardly lower than the 
end-1987 rate of 20.80 pesos to the dollar. Bankers attribute the 
exchange rate's stability to attractive alternative peso 
investments, including the domestic bank credit market. Further, 
but marginal depreciation of the peso is expected later in 1988. 


Central Bank gross international reserves were estimated at $1.8 
billion as of end-March 1988, sufficient for 2 months of imports 
(goods and services) based on 1987 average levels. The CB is 
committed to an end-1988 $1.8 billion international reserve floor. 


FOREIGN TRADE: The merchandise trade gap widened 400 percent from a 
deficit of $202 million to a deficit of $1,017 million between 1986 
and 1987. Imports grew by nearly 34 percent while exports rose 18 
percent. Growing domestic economic activity was the principal 
reason for the larger deficit. Investments in capital equipment, 
raw materials and intermediate goods also broadened the gap. 
Modernization and rehabilitation of some industries (especially 
textiles and garments), increased capacity utilization in the 
manufacturing sector, reduced quota restrictions on many producer 


inputs and a stable 10 to 50 percent tariff favored fast growth for 
imports. 


This year's import level is projected to exceed 1987's by nearly $1 
billion, reaching $7.7 billion. A strong, though smaller, increase 
is projected for exports because of growing world demand for many 
nontraditional products such as garments, electronic devices, and 
prawns. However, fear of a possible recession in the United States 


has slowed down orders, especially for garments. The 1988 trade gap 
could be somewhere around $1.1 billion. 





PRINCIPAL IMPORTS OF THE PHILIPPINES, 1987 
(FOB Value in Million US Dollars) 


January - December Increase 
1986 87/86 in Percent 


RAW MAT & INTERMED GOODS 
M/A for Mftr Elec Eqpmt /A 19.8 
Chemical Compounds 22.1 
Embroideries /A 32.0 
Tex Yarn, Fabric & Manu art 34.8 
Iron & Steel 66.7 
Other 25.5 


CAPITAL GOODS 40. 
Non-Elec Machinery 35. 
Elec Mach & Apparatus 35. 
Transport Equipment 91. 
Other 25. 


MINERAL FUELS & LUBRICANTS 43. 
Petroleum Crude 45. 
Other 32. 


CONSUMER GOODS 37. 
OTHER TRANSACTIONS 25.5 
TOTAL, ALL IMPORTS 


A/ Mostly materials imported on consignment. 
Source: Foreign Trade Statistics of the Philippines. 


The budding economic recovery of 1986 spurred a 34 percent ($1,693 
million) jump in 1987 imports, a dramatic increase over the 1.3 
percent ($67 million) decline experienced in 1986. Raw materials 
and intermediate goods (about a third on consignment for later 
export) accounted for 51 percent of the total $6.7 billion imports 
in 1987. Crude petroleum continued to be the country's single 
largest import, valued at $1.1 billion and accounting for nearly 16 
percent of total imports. The 26 percent volume increase in crude 
imports, on top of a 15 percent rise in average prices, was largely 
because of increased deliveries of fuel for the country's oil-fed 
power plants due to a prolonged drought. Large investments in new 
plant machinery and replacement parts, such as those related to 
textile and garments, brought in $1.2 billion worth of capital 
goods. Continued growth for imports is projected with the lifting 
of licensing requirements for an additional 129 products in May 
1988. The first quarter of 1988 witnessed a 23.5 percent rise in 
imports to $1,774 million dominated by raw materials, intermediate 
goods and capital goods. The government has estimated a $1 billion 
increase in imports this year for a total of $7.7 billion. 
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PRINCIPAL EXPORTS OF THE PHILIPPINES, 1987 
(FOB Value in million U.S. dollars) 


January - December Increase(Decrease) 
87/86 in Percent 


NONTRADITIONAL EXPORTS 
Elec & Elec Eqpmt /A 
Garments & Textiles /B 
Fish & Processed Food 
Copper/Nickel/Iron Ore 
Chemicals & Related Prod 
Other nontraditionals 


TRADITIONAL EXPORTS 
Coconut Products 
Mineral Ores & Conc. 
Forest Products 
Other Traditionals 


OTHER TRANSACTIONS 
TOTAL, ALL EXPORTS 


A/ Mostly made from materials imported on consignment. 

B/ Includes direct apparel exports but mostly garments made from 
materials imported on consignment. 

Source: Foreign Trade Statistics of the Philippines. 


Nontraditional exports, which totaled $4,197 million in 1987, 
accounted for an increasingly larger share of the country's foreign 
exchange earnings from trade -- 71 percent in 1986 and 73 percent in 
1987. Led by garments and electronic products, nontraditionals 
contributed $750 million or 85 percent of the $878 million gain in 
last year's exports. The strong performance of wearing apparel, in 
quota markets as well as nonquota markets, made garments the top 
export of the Philippines, surpassing semiconductor devices. 
Receipts from fishing industry exports, led by shrimp and prawns, 
grew 43 percent due to the combined effect of a 24 percent increase 
in shipment and a 15 percent improvement in export price. The 
improvement in commodity prices for many traditional exports -- 
coconut products, forest products, copper concentrates and gold -- 
reversed a 2 percent decline in 1986 with a 7 percent improvement in 
1987. The gain would have been larger except for the 54 percent 
drop in the volume of gold shipments. The growing investments in 
export-oriented industries, the liberalization of imports of inputs, 
improved commodity prices for many traditional products and strong 
demand for non-traditional exports are expected to fuel a 15 percent 
growth in exports, projected to reach $6.6 billion in 1988. Export 
receipts for the first quarter of 1988 were already 26.7 percent 
ahead of the comparable period the year before. 
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As the country's largest trading partner, the United States absorbed 
36 percent of the Philippine's exports and supplied 22 percent of 
its imports. Japan was the second largest supplier and the European 
Economic Community (EEC) was its second major buyer. While the 
Philippines enjoyed trade surpluses with the United States and EEC 
of $576 million and $307 million respectively, it incurred a trade 
deficit of $733 million with the oil exporting countries. Japan 
exported $140 million more to the Philippines than it bought during 
1987. Preliminary data for the first quarter of 1988 show a 5.5 
percent expansion in the overall trade deficit and an 88 percent 
rise in the trade surplus with the United States over the same 
period in 1987. 


PROSPECTS FOR THE FUTURE: Preliminary GNP growth figures for the 
first quarter of 1988 indicate the Philippine economy grew at 7.6 
percent. That would be the third quarter in a row with growth over 
5.9 percent. Many analysts expect economic growth to average 
approximately 6 percent for all of 1988. 


While the inflation rate climbed during the first quarter of 1988, 
growth in consumer spending may be peaking, easing some of the 
inflationary pressure. Current efforts to control liquidity, and a 
recent (May 1988) oil price rollback should also work to reduce the 
inflationary tendencies which were exacerbated by the introduction 


of a value-added tax. Nevertheless, many analysts expect the 
average inflation rate for 1988 to top 10 percent. 


Investment during the first quarter of 1988 was above 1987 levels, 
and investment from both domestic and foreign sources is expected to 
continue growing throughout 1988. The consumer driven recovery has 
taken successful industries close to production capacity levels and 
many are now expanding operations. 


The current account balance may slip further as imports, while 
expected to grow more slowly, continue to lead exports. The 
merchandise trade deficit is expected to remain over the $1 billion 
level. Most analysts point to lower economic growth in major 
industrial countries, which is expected to affect Philippine export 
performance. According to unofficial estimates from government 
sources, a modest improvement is nevertheless expected in the 
overall BOP position due to improvements in the capital account. 


IMPLICATIONS FOR THE UNITED STATES 


The growing economic recovery, the strengthened position of the 
Aquino Government, and the approval of the Omnibus Investments Code 
of 1987 have helped increase foreign investor interest in the 
Philippines. The new Code, competitive with those of other 
Association of Southeast Asian Nations (ASEAN) nations, offers both 
foreign and local investors many fiscal and non-fiscal incentives. 
The government is counting on the new code to encourage capital 
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inflows needed to sustain the economic growth achieved during 1987 
and into 1988, boost productive capacity, and fulfill the country's 
export-driven development policy. Comparative advantage in areas 
such as labor, natural resources, and emerging technologies offer 
attractive investment opportunities in telecommunications, 
electronics, software development, agribusiness, aquaculture, and 
light manufacturing of products such as soft toys, Christmas 
ornaments, and high-quality ceramics. 


U.S. exports to the Philippines increased by 15.4 percent in the 
first quarter of 1988 when compared to 1987. Major exports include 
capital equipment, chemicals, manufactures, and food products. The 
fastest growing U.S. exports are intermediate goods, including 
paper, synthetic resins and cotton. Expanding export opportunities 
also exist for U.S. firms in the following sectors: 
telecommunications equipment, computers (micros and minis) and 
related equipment, safety and security equipment, mining and 
extraction equipment, medical and laboratory instruments, 
construction equipment and services, and food processing and 
packaging equipment. 


TRADE PROMOTION EVENTS: 


Sept. 20-22, 1988 Showcase USA - RC 
Jan. 24-26, 1989 Econex - PIP 
February 1989 Aviation - PIP 
March 1989 Food Processing 
& Packaging Eqpt. - TM 
May 1989 Management & Technical 
Consulting Services - TM 


T - Trade Mission PIP - Post-Initiated Promotion 
RC - Regular Catalog Show VCE - Video Catalog Exhibition 


INVESTMENT CLIMATE: Prospective U.S. investors can take 
advantage of the existing programs and incentives now offered 
under the new code. The Philippine Board of Investments 
provides the assistance and services of its "one-stop shop", 
capable of processing investment applications in 10 to 20 days. 


Prospective investors should contact their local Commerce 
Department district office for guidance on investing in the 
Philippines. 
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